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Tae Income Tax Act (chap. 10) of 1952 consolidated
the provisions contained in the Income Tax Act, 1918,
and some 50 subsequent acts, This consolidation, to-
gether with the income tax sectiong found in the
Finance Acts of 1952, 1953, 1954, and 1955, constitute
the existing statutory provisions under which income
tax is imposed on individuals, partnerships, companies,
and other taxpayers.

Personal Income Taxation

The United Kingdom income tax is chargeable on
the total income received from all sources by indi-
viduals resident in the United Kingdom and, with some
exceptions, on income received by individuals not resi-
dent in the United Kingdom which has been derived
from sources in the United Kingdom. However this
latter principle is substantially modified in the case
of United States residents by the exemptions granted
by the United States-United Kingdom Income Tax Con-
vention to which further reference is made in this
report,

Allowances

Taxable income is ordinarily computed by subtracting
from gross income an amount equal to two-ninths of
earned income (i.e., income from a profession, employ-
ment, or pension as differentiated from income from
investments, rents, royalties, ete.) up to a maximum
allowance of £450,

In addition there are personal allowances of £140
for single persons; £240 for husband and wife; £100 for
each child; and £50 for each other dependent relative.
Special provision is also made for increasing the mar-
ried allowance where the return includes the wife’s
earnings, for persons over 65, and for certain cate-
gories of dependents not related to the taxpayer.

As a result of these allowances, the exemption limits
for earned incomes are as follows: Single berson, £180;
married, £309; married with one child, £437; and mar-
ried with two children, £566.

Standard Income Tax Rate

Since the year of assessment beginning on April 6,
1955, the first £60 of taxable income has been subject
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to tax at the rate of 2 shillings (s) 8 pence (d) in the
pound (11.25 percent); the next £150 at 4s. 9d. in the
pound (23.75 percent); the next £150, at 6s. 9d. (38.75
bercent); and the remainder, at the standard rate of
8s. 6d. in the pound (42.5 percent).

Surtax Rates

The surtax applies to individuals only and is not
levied on companies. Income which has been subject
to deduction of the standard rate of tax at source
(dividends, interest, Patent royalties, ete.) is included
with other income for surtax purposes. The surtax
is always assessed direct against the individual re-
cipient of the income. The taxpayer is not required to
make a separate return as the assessments are usually
made from the return submitted by the taxpayer for
standard income tax purposes.

The surtax applies to that part of the total income
(without deduction of personal allowances and earned
income exemption granted for the standard tax) in
excess of £2,000. Surtax bayments are in effect de-
ferred tax assessments, as for example, surtax assessed
for the year 1953-54 was payable on January 1, 1955,
instead of January 1, 1954, as is the case with the
standard income tax.

The surtax rates are as follows, in percent:

Percent Percent
First £2000 0.0 Next:
Next:
£ 600 10.0 £2,000 325
500 . 125 2,000 37.6
1,000 17.5 2,000 __ . 425
1,000 22,5 3,000 _ ... 47,5
1,000 o 275 Remainder 50.0

Taxes on Specimen Incomes

The amounts of income tax and surtax, if any, for
specimen incomes where the income is either all
“earned” or all “investment” in origin are shown in
the following table.
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ax (and Surtax, if Any) on Earned and Investment Income

[In pounds (£) and shillings (s)]

. Married couple Married couple Married couple
Income (pounds) Single person without children with one child with two children
£ | s. £ I s. £ s, £ s.
Earned income?
: 1 15 .. .. .
14 13 .. .. ..
33 3 9 9 .. s
55 10 27 17 b 10 .-
81 15 48 0 22 12 8 0
211 1 168 11 126 1 86 10
876 7 338 17 291 7 248 17
541 12 499 2 456 12 414 2
801 15 769 5 716 15 674 &
2,826 15 2,284 b 2,241 15 2,199 5
6,126 15 6,084 5 6,041 15 5,999 &
15,151 15 15,109 5 16,066 15 15,024 [
42,901 15 42,859 5 42,818 15 42,774 5
89,151 15 89,109 B 89,066 15 89,024 [
Investment incomel
1 18 .. .. . .. .
14 18 .. PR . .. ..
59 1] 80 10 [3 15 ..
93 0 59 & 80 10 6 15
136 10 93 0 59 b 80 10
178 0 135 10 93 0 59 .6
305 10 263 0 220 10 178 0
2,518 0 2,476 10 2,483 0 2,390 10
6,318 0 6,275 10 6,233 0 6,190 10
89,343 0 89,300 10 89,258 0 89,215 10

L All incomes below £300 a

£800. Where the taxpayer (or
exceed £600, age
exceeds £600, marginal relief is

Note: £1 equals $2.80, U, S. currency ; 1s. equals $0,14.

The method of calculating the income tax and surtax
payable by a married man, with two children, earning
£6,000 per annum is as follows:

Income . £5,000
Less earned income exemption (maximum)_____ 450
Remainder - 4,650
Less personal exemptions: As married man, £240;
two children, £200 . 440
Taxable income -~ 4,110

The income tax on £4,110 taxable income is calculated
as follows:

£ 8. d.

£60 at 2s. 8d. (11.25 percent).. . 6 15 0

£150 at 4s. 9d. (23.75 percent)_. 35 12 6

£150 at 6s. 9d. (33.75 percent) . 50 12 6

£3,750 at 8s. 6d. (42.5 percent) 1,693 15 0
Income tax . 1,686 15

In addition, the amount subject to surtax is calculated
as follows:

Total income - £5,000
Less surtax ‘exemption 2,000
Subject to surtax S 3,000
The surtax on £3,000 is calculated as follows:

£ 8.

£500 at 2s. (10 percent) 50 0
£500 at 2s. 6d. (123 percent) .. - 62 10
£1,000 at 3s. 6d. (17% percent) .. - 176 0
£1,000 at 4s 6d. (2214 percent) .. 295 0
Surtax .. - ... 512 10

o

year receive the earned income exemption, with a marginal
his wife if they are living together) is over age 65 at any time
relief is given; this reduces the tax payable to that chargeable on the earned income scale.

exemption where the income slightly exceeds
in the tax year, and his total income does not
Where the total income

given so that the full tax on the investment scale is not payable until the marginal relief runs out.

Thus, a married man, with two children, earning
£5,000 a year pays an income tax of £1,686 15s. plus a
surtax of £512 10s., or a total tax of £2,199 bs.

The calculations for investment incomes are made
similarly, except that no earned income exemption
may be taken unless age relief is applicable, or the
total income is less than £300.

Capital Gains

The United Kingdom has no capital gains tax, How-
ever, capital profits may be assessable for income tax
and surtax if, for example, it is part of the business
to deal or trade in securities, or if there are exceptional
circumstances.

Taxes on Corporate Income

The taxable profits of a company (an incorporated
business) operating in the United Kingdom are subject
to income tax at the standard rate, and to a profits tax
on distributed and undistributed earnings. An excess
profits levy on companies which had been in effect from
January 1, 1952, was abolished as of January 1, 1954,

Income Tax

After a company (an incorporated business) operat-
ing in the United Kingdom is taxed at the standard rate
on its total taxable profits, no further tax at the stand-
ard rate is payable to the British Government by either
the shareholders or the company on a distribution of
such profits, but, on payment, the company is entitled to
deduct the appropriate tax from the dividends.
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The tax “appropriate” to a dividend payment is the
standard rate of tax for the year in which the divi-
dend was declared, regardless of the rate at which
the amount distributed was actually taxed when the
company was assessed on its profits. The eompany
thus more or less recoups itself by deducting the
standard rate of tax, which it retains, so that the com-
pany may be considered as ultimately bearing the tax
only on its undistributed income,

The shareholder receiving the dividend is regarded
in the British income tax regulations ag having paid
by deduction the tax appropriate to the dividend.
However, where the company declares no dividend, the
shareholders have no direct concern in the payment by
the company of the tax on its profits.

The standard rate of income tax since April 6, 1955,
has been 8s. 6d. in the pound or 42.5 percent.

Profits Tax

The profits tax was originally known as the National
Defence Contribution, which was introduced by the
Finance Aect of 1937. Itg present title derives from
the Finance Act, 1946. The principles of this tax are
therefore established by the act of 1937 as modified by
subsequent finance acts,

The profits tax, from which individuals and partner-
ships are exempt, is levied on companies at the rate
of 22.5 percent on distributed profits, but undistributed
profits are granted a relief of 20 percent so that
profits added to reserves or otherwise reinvested in the
business bear a rate of only 2.5 percent. The taxable
profits, subject to minor adjustments, are determined
on the same principles as profits arising from a trade
or business are computed for income tax purposes. The
profits tax is not an allowable deduction for computing
profits for income tax ecalculations.

Where a trade or business is carried on by a com-
pany ordinarily resident in the United Kingdom and a
nonresident company (e.g., parent company in the
United States) controls directly or indirectly not less
than one-half of the voting power in the United King-
dom company, distributions made to the nonresident
company are left out of account in arriving at
the net distribution subject to tax. Consequently,
dividends distributed to a controlling company resi-
dent in the United States would be chargeable profits
of the British subsidiary at the 2.5 percent rate, and
not at 22.5 percent. Therefore, in the case of a British
subsidiary wholly owned by a U. S. barent company,
its total tax rate on profits would be 45 percent,
i.e., 42.5 percent standard income tax and 2.5 percent
profits tax,

Relief is granted to small business enterprises by
exempting from tax those whose profits do not exceed
£2,000, and if the profits exceed £2,000 but are less than
£12,000, the amount on which the tax is payable is re-
duced by a sum equal to one-fifth of the difference
between the amount of those profits and £12,000.

Initial Depreciation Allowances

To encourage the reequipment and modernization of
British industry in the postwar years a system of
initial allowances for capital expenditures on plant and
machinery, on the construction of industrial buildings,
and on mining works was first introduced in 1945, but it
was suspended as of April 6, 1952,

-

A year later initial allowances were reinstated for
expenditures made after April 14, 1953. These initial
allowances applied on the same basis to the profits tax
and the income tax and could be taken in the year
in which the investment was made. The rate for plant
and machinery was fixed at 20 percent and that for
capital expenditures on the construction of industrial
buildings at 10 percent. The rate of initial allowance
for capital expenditures, both at home and overseas, on
new mining works (a term that includes such things as
pit shafts and oilwells but not plant and machinery)
was set at 40 percent instead of the 10 percent granted
in the 1945-52 period.

These initial allowances in effect result in accelerated
depreciation writeoffs or, from another viewpoint, are
essentially similar to interest-free loans. For example,
in the case of an industrial building with a 50-year
life for tax purposes, 10 percent of the cost may be
written off in the first year, and then 2 percent each
year for the next 45 years. The initial allowance
merely anticipates a part of the annual allowances so
that the tax liability is less in the year in which in-
vestment takes place, but may be larger later on.

Investment Allowances

In his budget speech of April 6, 1954, the Chancellor
of the Exchequer stated: “I have tried to devise some
fresh encouragement to put money into productive in-
vestment. This is the more essential since the physical
and financial resources at our disposal are now sufficient
to allow a substantially higher rate of investment than
we are undertaking, , .. After considerable reflection,
therefore, I have decided to take a further step, and
replace, subject to a few exceptions, the present initial
allowances by a new system which I call investment
allowances” (Hansard, April 8, 1954, col. 224).

The investment allowance gives a tax-free allowance
equal to a part of the cost of investment made after
April 6, 1954, in assets qualifying for it, and applies
for the purposes of both the profits tax and the income
tax. It is given in addition to the full annual deprecia-
tion allowances. The rates of investment allowance
are 20 percent for expenditure on new plant and
machinery, scientific research, and mining works and
10 percent for new industrial and agricultural build-
ings. For example, 20 percent of the cost of new
machinery may be deducted in the first year, and then
the normal depreciation allowance may also be taken
(i.e., 100 percent spread over the life of the machinery)
so that eventually 120 percent of the cost will have
been allowed in deductions,

Expenditures on agricultural buildings and on plants
and buildings used for scientific research were not
eligible for initial allowances, but they are eligible for
the investment allowance. On the other hand, this
tax-free benefit is not available either for second-hand
plant and machinery which does not represent new in-
vestment or for ordinary motorcars which can and
often do serve both business and private purposes, but
these assets will continue to rank for the initial al.
lowance at 20 percent.

The 20-percent investment allowance for mining
works is not immediately as favorable as the initial
allowance of 40 percent, but since the investment al.
lowance is given over and above depreciation up to the

3
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cost of the works, it will almost always be better in the
long run. The mining undertaking is allowed an option
to take either the mew investment allowance at 20
percent or the. initial allowance at the 40-percent rate.

Total Taxes on Company Profits

The total taxes payable on company profits will vary
according to the proportion of profits distributed, with
the effective combined rate ranging from a minimum of
45 percent to a maximum of approximately 59.2 per-
cent. The following examples illustrate the application
of the income tax and the profits tax, and show effec-
tive combined rates under certain assumptions:
Taxable profits 100, with no distribution:

Income tax (42.5 percent) .. ...
Undistributed profits tax (2.5
percent) ... 2.5

Total tax payable . 45.0 45.0
Profits retained in business ... 55.0

100.00
Taxable profits 100, with total
distribution:
Income tax (42.5 percent).. . ..
Undistributed profits tax (2.5
percent) . 2.6
Distributed profits tax (20
percent of gross dividend of 71).. 142

Total taxes payable .. .. .. 59.2 59.2
Net dividend (71 gross dividend

less income tax at 42.5 percent) 40.8

100.00
Taxable profits 100, with 50 retained in
the business:

Income tax (42.5 pereent) ..
Undistributed profits tax (2.6
percent) ..o i 2.6
Retained in the business ... 50.0

Distributed profits tax (20
percent of gross dividend of 6.45)

1.22

Total taxes payable o . 4620 46.29
Net dividend e 371

100.00
Taxable profits 100, with 25 retained in
the business:
Tnecome tax (42.5 pereent) ... ... 425
Undistributed profits tax (2.5
percent) e 2.6
Retained in the business
Distributed profits tax (20 percent
of gross dividend of 38.71). . ...

7.74

——ee

52.74 52.74

22.26

Total taxes payable .
Net dividend - oooeiemeev

100.00

U. S.-U. K. Income Tax Convention

A econvention between the United States and the
United Kingdom with respect to income taxation was

signed in Washington on April 16, 1945, and ratifica-
tions were exchanged on July 25, 1946. The convention
took effect as respects the U. K. income tax for the
year of assessment beginning on April 6, 1945, and for
the surtax year of assessment beginnhing April 6, 1944.
The full text of the convention, issued under the
Treaties and Other International Acts Series 1546 as
Department of State Publication 2650, is for sale by
the Superintendent of Documents, . S. Governrnent
Printing Office, Washington 25, D. C., at 10 cents a
copy.

The following among the provisions of this conven-
tion are of general interest to pers¢ns resident in the
United States and to U. 8. corporations.

Dividends

The United Kingdom does nol ir!ppose its standard
income tax upon dividends (this tax:is levied only once
on company profits and distributiong) but does impose
s surtax upon such dividends if he overall income
exceeds £2,000. Paragraph 2 of article VI exempts,
from the U. K. surtax, dividends derived from U. K.
sources by a resident of the United  States who is sub-
ject to U. 8. tax with respect to such dividends, and is
not engaged in trade or business in the United Kingdom.

1

Interest

Paragraph 2 of article VII exempts, from the U. K.
tax, interest (on bonds, securities; notes, debentures,
or any other form of indebtedness) éerived from sources
within the United Kingdom by a resident of the United
States who is subject to U. 8. tax on such interest and is
not engaged in trade or business in the United King-
dom. However, such exemption do¢s not apply to such
interest paid by a subsidiary gorporation in the
United Kingdom to a parent U. S. corporation con-
trolling, directly or indirectly, more than 50 percent
of the entire voting power in the paying corporation.

Royalties

A resident of the United States who is not engaged in
trade or business in the United Kingdom and who is
subject to U. S. tax on royalties; and other amounts
paid as consideration for the use of, or for the privilege
of using, copyrights, patents, designs, secret processes
and formulae, trademarks, and other like property is,
according to paragraph 2 of article VIII, exempt from
U. K. tax on such royalties or other amounts. For the
purposes of this article, the termt “royalties” is also
deemed to include rentals in respect of motion picture
films. :

Compensation for Personal Services

Paragraph 2 of article X providés that any individual
who is a resident of the United States shall be exempt
from the U. K. tax upon profits, emoluments, or other
remuneration in respect of person}al (including profes-
sional) services performed within the United Kingdom
in any year of assessment if (a) he is present within
the United Kingdom for a period or periods not exceed-
ing in the aggregate 183 days d;uring that year, and

NO TEin QRaRLeL, &F . . | ] he Pro
N T I DT Mo B DO e T ratee the

:ﬂff:t}?w combined rate of income tax and profite tax to a maximun of about

. W




Approved For Relea&s 2000/08/25 : CIA

(b) such services are performed for or on behalf of an
employer resident in the United States. No limitation
is placed on the amount of compensation for such
services.

The provisions of this article do not apply to the
compensation, profits, emoluments, or other remunera-
tion of public entertainers such as stage, motion pic-

September 1955.
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ture or radio artists, musicians, and athletes. Unless
the conditions of (a) and (b) above are satisfied, the
earnings of a resident of the United States working
in the United Kingdom are subject to the U. K. tax,
but, if such income is also subject to U. S. tax, credit
may be taken for the tax paid in the United Kingdom
(see section 131, U. 8. Internal Revenue Code).

Prepared by the British Commonwealth Division,
Office of Economic Affairs.
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Business reports on the
countries of the world
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. .. each part meeting a specific need

Part 1. Economic Reports.
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Part 2. Operations Reporis.
Preparing shipments . . . licensing and exchange controls . . . mark-
ing and labeling requirements . . . pharmaceutical regulations . . .
import tariff system . . . patent and trade-mark regulations.

Part 3. Statistical Reports.

Statistics on U. S. trade with foreign countries . . . total export and
import trade of the United States on a monthly basis . . . foreign trade
of the countries of the world.

Part 4. Utilities Abroad.
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Country surveys of trade fair operations . . . lists of trade fairs . . .
basic reference sources.
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